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Capital deepening trend of China's manufacturing sector has been confirmed, 
now China has stepped into the important stage of the economic structure adjustment. 
In the nearest three decades, China has enjoyed a rapid economic growth. However, 
along with the growth, employment absorption capacity fell, many scholars tried to 
analysis capital labor investment from the angle of capital deepening, most of them 
researched from national level or industry level, it is rare to analysis capital labor 
investment from firm level, from the institutional factors. In 2008,"Labor contract 
law" is implemented nationwide, how will this new labor protection legislation affect 
labor capital investment decision ?This article attempts to analysis from the 
micro-level how institutional factors affect enterprise's capital labor investment 
decisions. 
Our research adapt the data of Chinese listed firms of manufacturing, calculates 
the firm-level capital labor ratio of every corporate from 2001-2013. FE regression 
method is used to study the influence of "labor contract law", testing whether capital 
labor ratio changed since 2008, our study also considered ownership structure, 
marketization and scale of assets. The results tell us that the capital labor ratio is 
affected by the Employment Protection Legislation significantly, besides, the nexus 
between them is changed significantly by ownership structure, marketization and 
scale of assets. Through research we can safely come to these conclusions that: a. 
With the Employment protection increases the capital labor ratio of listed 
manufacturing enterprises increase, this is because tighten employment protection 
legislation increase the costs of labor, which can lead to the replacement of labor with 
capital, this is the "alternative effect "in economics; b. State-owned property, the 
developed areas and the scale of the assets will be significantly weakened the 
relationship between labor protection and capital labor ratio. 
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